By GENEVIEVE B. WIMSATT

Business Investment and Sales Programs for 1970

Busineszmen are scheduling a sub-
stantial inecresse in expenditures for
new plant and equipment in 1970—up
L percent. from 1969, Accompanying
these expanded programs are expecta-
tions of sigable sales increases from 1969
to 1970, All major indusiry groups
expect higher eapital spending in 1970,
Overall spending i= expeeted to rise

throughout the year, with some
scecleration in the second half.
BUHIHE&SMEN'H 1970  capital

budgets  provide for continuing  in-
creases in expenditures for new plant
wnd  equipment throughout the year.
‘urrent expectations call for ageregate

outlays of $83.6 billion—88 billion, or
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10% percent, more than in 1969. The
expected inerease is 1 percentage point
less than the actual increase in 1969.
Almost every industry has expectations
of higher expenditures in 1970, accord-
ing to the results of the regular survey
of business spending intentions con-
ducted in late January and February
by the Office of Business Economics
and the Securities and Exchange
Clommission,

Expenditures in the final quarter of
1969 were at a seasonally adjusted
annual rate of $77.8 billion, matching
the record third quarter. Expenditures
are expected to rise to $80 billion in the
current guarter, to 381.8 billion in the
second quarter, and at an accelerated
rate to $86.1 billion in the second half
of 1970, Most industries expect in-
creases in capital outlays throughout
the year; exceptions are steel, motor
vehicles, and rubber, where spending
schedules are somewhat lower in the
second half than in the first.

Business expectations of further sales
improvements this year accompany
these enlarged capital spending pro-
grams. In manufacturing, durable goods
companies are looking to o sales ad-
vance of 7 percent from 1968 to 1970,
nondurable goods companies to a 6
percent increase, Retailers and whole-
salers are expecting sales to rise about

1. T reparted Epiires for cxpectstions Tave Leei adjasted
for systematic binses in survey responses. The od justiment
procedures are described in artlees in the Februnry isoe of
the SURVEY. Bolors adjustnwent, expenditures wors oxpeotod
Lo e $70.0 billion for ol Industcies, $34.2 Lilkon for manfee-
turing and $45.7 bilion for nonmamadacturing. The adjiast-
maents wers applisd separtely to cach major industry; the
et effoct wos (o ralze the manabsctyrdng total by $0.6 billkon
and monmanuseturing by 23,1 Liltlon.

Nore—Tho estimotes of expendiiures for new plant and
equipment In ihis nrélcle refeet the recenily eompleted
revision of the serfes covering the entire postwar period.
The complete bistorlen] sories of expoeted wnd setual ex-
penditures, togetler with deseriptions of the metinds esed
In the revigion, were published in artbeles in the JTonoary and
February issues of the Burver.

7 percent this year and public utilities,
8 percent. Except for retail trade, the
suales increases projected for 1970 are
smaller than the actual necreases in
1969.

Downward revisions in investment

Actual expenditures in the fourth
guarter of 1969 were $1.2 billion lower,
at o seasonally adjusted annual rate,
than the expectation for that guarter
as reported in last November's survey.
The reduction centered in manufac-
turing, especially in the durables group;
outlays by nonmanufacturing firms
were in line with expectations. Expecta-
tions for the first two quarters of this
year have been reduced by similar
amounts, but the lowering of plans for
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the first half of 1970 oceurred primarily
in nonmanufacturing programs; in man-
ufacturing, & moderate reduction in
expectations of nondurable goods com-
panies was offset by increases for
durable goods eompanies.

The latest survey also indicates a
reduction in investment plans for the
full year 1970 from those reported in a
canviss taken in late November-early
December 1969 by the Office of Business
Economics and the Securities and Kx-
change Commission. As reported by
respondents to the surveys, programs
are about $1 billion lower than in the
late fall. It is not possible at the present
time to make an adequate correction
for systematic biases in responses to
the late fall survey. As indicated in the
January 1970 iszue of the Survey, the
fall surveys have been conducted only
gince 1966, providing only limited ex-
perience with which to access the nature
of these biases. In contrast, the cor-
rections for systematic biases in the
regular survey condueted in late Jan-
uary and February are made on the
basis of many years of experience. Ae-
cordingly, the 9% percent increase for
1970 reported in the preliminary survey
should not be directly compared with
the 10% percent now obtained.

Investment demand continues high

The latest OBE-SEC survey findings
add weight to the evidenee of a con-
tinuing strong desire on the part of
businessmen to acguire new equipment
and other productive facilities. A major
motivation is to prepare for envisioned
strong markets of the 1970t by baoth
enlarging capacity and increasing its
efficiency. Nonetheless, many of the
important factors influencing near-term
investment decisions are becoming in-
creasingly less favorable. The current
slowing in industrial activity, low rates
of capacity utilization, reductions in
sales wnd profits, and stringent eondi-
tions in the eapital markets raise doubts
that present. 1970 programs will be fully
carried out. However, the strength this
winter in contracts and orders for
plant and equipment, which ordinarily
lead plant and equipment expenditures
by about two to three quarters, lends
support to the projected spending rise
at least for the first half of 1970,
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Realisation of 1969 programs

In the successive quarterly surveys
during 1969 businessmen generally re-
ported that they had spent less than
they had previcusly planned, and had
lowered their sights for the coming
quarters, The end result for the year
was an 11% percent rise in outlays over
1968, in contrast with the 14% percent
rise planned early last year. In 1968 as
well, actual outlays were smaller than
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the programs scheduled early in the
year,

Most major industry groups spent
less in 1969 than initially planned. The
largest percentage cutbacks oceurred in
aircraft, nonferrous metals, and textile
manufacturing. Contrary to the general
pattern, however, actual expenditures
last year by machinery manufacturers
and by communications and mining
firms exceeded their early expectations.
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Manufacturers’ Expenditures for New Plani and Equipment
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Manufacturing Investment
Programs

Manufacturers are planning to spend
§34.8 billion in 1970—a rise of almost
10 percent from 1969. The expected
increases are 10 percent for durable
goods companies and 9 percent for
nondurables,

Among the durable goods industries,
electrical and noneleetrical machinery
producers continue with large programs
in 1870. They project advances of 13
pereent and 18 percent, respectively,
compared with 14 percent and 21 per-
cent in 1969, Both industries had shown
little expansion in eaptinl spending in
the preceding 2 years, with nonelectrical
machinery producers actually cutting
back outlays in 1968,

Primary metal, stone-clay-glass, and
Yother" durable goods producers are
also programing susbtantial 1970 in-
creases—ranging from 9 percent to 15
percent. In primary metals, the ex-
panded investment programs are attrib-
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utable to nonferrous metals companies;
iron and steel producers, who reduced
spending last year, are planning no
change this year. Both aircraft and
motor vehicle producers are now pro-
graming cutbacks in expenditures for
new plant and equipment this year.
Aircralt companies also reduced spend-
ing last year, but the 6 percent reduc-
tion expected by motor vehicle pro-
ducers follows a sharp 21 percent
increase in 1969,

Among the nondurables, the chemical
industry is scheduling & 20 percent rise
in capital outlays this year. These firms
had reduced their expenditures in both
1867 and 1968, and reported a B4
percent increase last year. The food
industries are projecting an 11}% percent
rise on top of a 17H percent increase in
1969, Textile and paper compunies are
expecting much smaller increases in
investment this year than last—6% per-
cent and 4% percent, respectively, com-
pared with 18 percent and 20 percent
in 1869, The petroleum industry expects
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a 6 percent increase, n bit smaller than
last vear's. Rubber is the only non-
durable goods industry planning to
reduce outlays this vear.

Starts of projects decline

The wvalue of investment projects
started by manufacturers deelined in
the fourth quarter of 1969, after three
quarters of increase, Starts in the fourth
quarter amounted to %8} billion, sea-
sonally adjusted, 9 percent below the
third quarter but well above a year
parlier. For 1969 as n whole, startz
amounted to $34.1 billion, or $4.4
billion more than in 1968,

The fourth quarter decline in starts
was entirely in the durable goods group
where the decline amounted to 18
percent. Very sharp decreases were
reported by primary metal, electrical
machinery, and transportation equip-
ment producers but all durable groups
participated in the cutback. Total
projects started by durables producers
came to $16.8 billion in 1989 compared
with $14.6 billion in 1968. Starts by
nondurables  producers  expanded
throughout last year and totaled $17.2
hillion, up from $15.1 billion in 1968,

Carryover of manufacturers’ invest-
ment projects, i.e., expenditures still to
be incurred on projects already under-
way, totaled $23.7 billion at the end of
December, $250 million more than at
the end of September and $3.1 billion
more than a year earlier.! Carryover has
been rising since the beginning of 1968,
The ratio of end-of-guarter carryover
at the end of the quarter to expenditures
in the quarter rose slightly throughout
1969 to reach 2.9 at yearend. Carryover
at yearend was equivalent to 68 percent
of projected expenditures for the year
1970, up from a figure of 62 percent at
the end of 1968,

Durable goods manufacturers re-
ported a decline in carryover in the
fourth quarter following seven quarters
of rise, Their yearend carryover of $12.7

2. There were computational errors in the fgures for
manuaiscturers’ starts and earryover pablisled in tables 4 and
B (pages 34 and 35 of the article in the January SURVEY
reporting revislons kn thess data, The errars were in the
estimates for the stone-clay-ghass industry from the fourth
guarter of 1968 forward. ‘T'he errors also sceurted 15 L totals
for dursble goods and for all manufscturers. Corrocted
fhgares are shown in table 4 of this articie.



March 1970

Table 2 —Business Sales;, Annual Percent
Changes 1969 and 1970
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billion was 72 percent of the expendi-
tures expected to be made in 1970, The
econtinuing rige in carryvover of non-
durable goods companies brought the
yearend level to $11.1 hillion, or 64
pereent of their 1970 programs.

Capacity evaluation, yearend 1969

Muanufacturers’ yearend evaluation
of the adequacy of their plant and
equipment facilities, relative to current
and prospective sales, indicated a small
increase from 3 months earlier in the
need for more facilities, Companies
owning 46 percent of fixed assets in
manufacturing reported that they
needed more facilities, as against 44
percent in September and 47 percent
in December 1968. Nondurable goods
producers accounted for all of the in-
crease both in the fourth quarter and
over the year.

The proportion of nondurable goods
producers reporting inadequate facili-
ties rose from 48 percent at the end of
September to 53 percent at the end of
December; the proportion at the end
of 1968 was 49 percent. All nondurables
industries except paper reported an
increase in the fourth quarter, with the
largest increase in the petroleum in-
dustry. Over the same period, durable
goods companies reported a 1 per-
centage point decline in the proportion
of assets considerad inadequate. Within
the durables group, metal fabricators
(producers of machinery, transporta-
tion equipment, and fabricated metal
products) reported a decline in facility
needs while primary metal companies
showed a small rise,

Facilities viewed as “about adequate”
for 1970 production requirements rep-
resented 49 percent of manufacturers’
fixed assets as of December 31, down &
little from September, but slightly
above a year earlier.

Companies reporting plant and equip-
ment in excess of current and near-term
needs accounted for only 5 percent of
fixed assets at the end of December—a
proportion that has been maintained
singe early 1968. The proportion of
excess facilities was higher in durables
than in nondurables,
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Nonmanufacturing
Investment

Public utilities are programing ex-
penditures of $13.7 billion for 1970, an
increase of $2.1 billion or 18 percent
over 10689. This substantial advance
would follow an increase of 14 percent
in 1960—a gain which matched the
projection made in February last year.

All of the projected increase for 1970
is attributable to clectric power com-
panies, whose expenditures are ex-
pected to reach $11.2 billion; gas and
other utilities are planning a small
cutback in capital outlays to $2.6
billion. Both groups are projecting a
rising trend in expenditures through
the year. Data from Electrical World
indicate that, while the electric ntilities
expect to spend more this year for
generating and for loeal distribution
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rpilroads ond airlines are plunming
gubstantial increasss in capital outlays,
27 and 16 percent to $2.4 billion and
52.% billion, reapectively. Acquisition
of the jumbo jeis is initiating & new
round of copital spending by the
girlines. For the reilroads, the incrense
is centered in expenditure for equip-
ment. It is of interest that the number
of ireight cers on order at the cnd of
1989 was almosat 50 percent lnrger than
# yeor earlier—altheugh new orders
weore being placsd at a slightly slower
poco in lote 1968 thon o yeor endier.

SURVEY OF CURRENT BUSINEESS

In spite of the substentinl expenditures
by railronds in recent years, the nwmber
of freight cers owned by closs I rail-
ronds has daclined gradually although
the aggrepate cnmrying cepacity has
bean rising.

Expenditurezs for pew plant ond
equipment by other types of transpor-
tatioh pompanies are now programod
ot $1.6 billion for 1970, or slightly less
than last year's spending, Tha suthack
centers in trucking companies.

Communications frns are scheduling
strong inveatment for 1970. Chetlays

19

ore expeoted to reach SO.7 billion, up
16} percent from 1969. At this time
last yenr, o 15 percent rise for 1960 was
projected; actusl expenditures furned
out to be 22 percent above 1908
Within 1970, expenditures are axpected
to nise sharply this qusrter and more
moderately thereafter

Commercipl ond other AGrms—i.e.,
irade, services, conatructiom, finance,
ond insurance—posted n moderate rise
in expenditures for now plant and
equipment in 1969. Companies in the
group orpect 1970 expenditures to
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reech 516.5 billion, o 3 parcent increase
over 1968, Within the group both
whelasalers and servies frms plan cut-
backs in sponding from 19869.

Snles Expectations

Manuiacturing, trads, nond wtilities
companies are expesting their sales to
continue to rise in 1970. In manufae-
turing, the expected incressze of ¥
percent compares with an 8% percent

SURVEY OF CURRENT BUSINESS

advance recorded for 1969. At the time
of tha comparable survey lsat your,
manufacturers axpected en & pervent
shles increase for 19689. Durable and
npndurable poods mannfecturing com-
ponies are looking forward to sales
ndvaneces of 7 and & parcent respec-
tively—in both rases smaller gnins than
experienced in 1969, The same genersl
paitern holds for the component indus-
tries, with the sweption of texdiles and
chemicals, where snlez are sapected to

March 1870

show a stronger expansion in 1970 than
in 1969.

Retzilers sre more optimistic aboub
1970 anles—locking to pn & parcent rise
this year against a 4 percent incressa in
1989, Whoelesalers expect & 5 percent
sales advance this year, which would be
amaller than last year's. Utilitiea ore
thinking in terms of ah slmost 8 percent

revenua gain for 1970; actunl revenues

in 19469 rose hy 5 percent na compared
with & rise of 7 percent expected o

Fetr ago.

Mannfactnrers’ Invemtory amd Sales Expectations

Uontinued from Page 13

whaot smalier ndditions in the first helf
of 1970.

Wondurable goods producers expect
little change in inventorics thie qunrter,
pnd an addition of $600 million in the
following 3 mooths, The eoxpected
second quorter accumnlation cxceeds
those of 968, which ranged from 3200
million to $400 million per guartar,
Expectations of second guarter addi-
tions are widespread omeng the non-
durakles industries.

If expoctations are realized, durable
goods producers' stocks at mid-year
would be equnl to 2.10 months of sales
nb the average sccond quarter rats, up
from 2.08 & year earlier and 2.056 at the
closa of 1969. The stock-sales ratio for
nondurabla poods producers, which fel]
in 1968 and 1969, would be maintained
through mid-1970 at the yearand 1969
figure of 1.20,

Inventory condition, December 31,
1969 :

The percentage of praducers’ inven~
ories clagsified os “high* haz beon
riging sinca the end of 1968 with the
incresse primarily in  the durables

group. Durable geods producers holding
27 porcent of that group's stocks judged
their yearend 1969 inventories to be
“high.” Although thot figure wos up 8
percentage points from o year oarlior,
the ratio rose only one peint during the
fourth quarter of 1968 following o 4
poing rise in the third, Producers of
primary metsl reported 14 perosnt of
their December 31 mventories "high"';
fabricated metals, 44 percent; ma-
chinery, 31 percent; (ronspertation
equipment, 11 percent. In 1968 the
“high’’ ratio incrensed for all these
groups oxcept transportation equip-
ment—where an increase in the percent
“high”? in the wutomotive ndustey
offsct o decline in wircroft.

Nenduroble goods componies with 18
percont of that group’s stocks consid-
erad their December 31 holdings ‘high.”
.This proportion wns one percantage
point higher than in September and 2
pointes higher than at yearend 1968.

Componies holding about 70 pereent
of durabla gonde stocks and 80 percenc
of nendurable goods stocks olassified
their yearend 1969 inventorics as
“about right” The “low"” xnte con-

tinued at 1 to 2 percent throughout
19449,

iﬁmwy imbalance, DPecember 3,

Manufacturers who classified their
inventories “high" or "“low' wern asked
to specify the smount by which thaeir
stocks were out of halance.

The net axcess on December 31, 1980
{obtained by netting deficiencies agninst
excesaes} wos $2.8 billion, less than
24 percent of totnl inventories. This
net imbalance is modarate but has rsen
from £1.5 billien, or 1% percent of total
holdings, a yeor earlier.

Most of the surplus invoentories were
held by durable geods producers. They
reported net excess holdings of §1.7
billion at yearend, up from $1.¢ billion
on Decamber 31, 1968, The cxcess
holdings of nendurables goods pro-
dueers inerepsed 3100 million during
1969 t¢ $600 million ot yoarend.

The avernge excess for compnnies
thot judged their atocks '"high" was
about 11 percent on December 31; the
BVerngs daﬁmancy for the emaller num-
ber of compentas judging their stocks
Hlow," 12 percent.



